T. ROWE PRICE INSIGHTS

ON U.S. EQUITIES

As Market Dynamics Pivot,
Alpha Opportunities Are Set

to Improve

The U.S. equity landscape is changing as key
characteristics retreat from extremes.

KEY INSIGHTS

= In the second of our series looking at the role of active management in a
changing market environment, we consider the U.S. equity landscape as certain

extreme characteristics begin to unwind.

= Based on our research, historically, when U.S. equity markets have displayed
similar extreme characteristics—concentration, volatility, return dispersion—active
managers have generally outperformed once these extremes rolled over.

= |n addition, opportunities for active investors historically have been more
pronounced when coming from an extreme starting point.
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ctive U.S. equity strategies have

generally struggled to keep pace

with their passive counterparts
in recent years. This comes amid a
backdrop of very low volatility and
an increasingly concentrated and
narrow-performing market. However,
our analysis suggests that when U.S.
equity markets have displayed similarly
extreme characteristics—concentration,
volatility, dispersion of returns—active
managers have generally outperformed
index returns as these extremes began
to unwind.

Indeed, history shows us that
opportunities for active stock picking
become more pronounced when
coming from extreme starting points.

A Decade of Challenging
Market Dynamics

During the 10 years to 2021, a
combination of extraordinary policy

action and substantial passive
investment flows had a distorting
impact on the U.S. equity market. Macro
factors and momentum became the
main drivers of market performance,
overshadowing the fundamental quality
of individual companies.

For active managers, this proved an
increasingly challenging backdrop as
market factors were pushed to extremes,
making opportunities for differentiated
alpha generation harder to find.

Extreme Market Concentration

In recent years, the powerful gains
recorded on major U.S. benchmarks
have been disproportionately driven by
a small number of large, growth-oriented
stocks. In 2020, for example, five stocks
on the S&P 500 Index—Alphabet,
Amazon, Apple, Facebook, and
Microsoft—returned 55.8% for the

year, while the remaining 495 stocks in
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Market.volatility,
for example,

has noticeably
increased from
the historic low
levels of recent
years, creating
more differentiated
performance
between sectors
and stocks.

the index returned 10.8%." The stellar
performance saw the index become
increasingly concentrated in these
five companies, with their combined
weight peaking in 2020 at 24% of the
total index (based on daily data).

Few would argue that these are

solid, disruptive businesses, and their
respective returns reflected strong
profitability and earnings growth. The
ultralow interest rate environment
during much of the past decade also
supported the rising valuations of these
companies, given their long duration
growth profile. However, the extreme
concentration in so few at the top of the
index also reflected the distorting effect
that heavy passive investment flows can
have. With more money being allocated
to the largest companies, the loop

can become perpetual, with the index
becoming increasingly concentrated

as the largest stocks grow ever larger.
In this scenario, momentum—rather
than the underlying performance of

the companies themselves—becomes
the main driver of asset returns. This

is a challenging backdrop for active
managers who typically seek to limit
portfolio concentration and so often
underweight the largest and most
expensive stocks.

Heightened Opportunities as Market
Extremes Unwind

Fast-forward to today, however, and the
U.S. market environment now appears
more favorable for active managers. The
impacts of slowing economic growth,
high inflation, and rising interest rates
are all being reflected on equity markets,
with some of the extreme characteristics
evident in recent years beginning

to unwind.

Market volatility, for example, has
noticeably increased from the historic
low levels of recent years, creating more
differentiated performance between
sectors and stocks. Meanwhile,10-year
U.S. Treasury yields are sharply higher

"Source: S&P. S&P 500 Index calendar year performance, 2020 (see Additional Disclosures).

than their 2020 lows. Against this
backdrop, investors are pivoting away
from some of the largest stocks in the
S&P 500 and into more value-oriented
and cyclical stocks. This rotation has
been producing a wider breadth of
performance within the S&P 500 and
greater dispersion between stocks’
returns, as market concentration eases
from recent extreme levels.

A Potentially Favorable Environment
for Quality Stock Pickers

Our analysis of similar equity market
environments in the past—i.e., periods
when U.S. indices have reached
concentration/valuation extremes—
suggests that active managers, as a
group, went on to outperform their
respective benchmark returns once
those extreme conditions started

to unwind. This makes sense, as a
broadening of market drivers gives
active managers more opportunity

to generate excess returns, while

the breadth of stocks potentially
outperforming the index also increases.

Perhaps the best example of similarly
extreme U.S. market concentration from
recent history is during the dot-com
boom, which peaked in 2000 before
collapsing shortly thereafter. Looking

at the charts below, some interesting
observations can be made.

Figure 1 shows the stellar performance
of the technology sector from the early
1990s through to 2000, fueled by

the early adoption of the internet and
surging interest in “next generation”
tech companies and helped along by
a low interest rate environment. This
period saw vast amounts of capital flow
into the sector, causing it to expand
rapidly and become an increasingly
disproportionate weight within the

S&P 500. From around 1997 through
to early 2000, with index concentration
becoming extreme, the drivers of
market performance also narrowed to
the extent that the performance of the
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Late 1990s “Tech Bubble” Drives the S&P 500
(Fig. 1) Technology sector weighting in the S&P 500 vs. index return: 1993-2005

B Technology Weight in S&P 500 (Left Axis) ® S&P 500 Return (Rolling 3-Year, Right Axis)

50 40
v 30 _ 2
Q0
S5 40 g
o> =
2 S 20 Bl
>
T |
[E [ | —_HEEm I 0 %3
o £ Q @
@ 20 S e
10 2
10 -20
Dec. 1993 Dec. 1995 Dec. 1997 Dec. 1999 Dec. 2001 Dec. 2003 Dec. 2005
As of December 31, 2005.
Past performance is not a reliable indicator of future performance.
Period covered December 1993-December 2005. Three-year rolling total returns, calculated quarterly, in U.S. dollars.
Sources: S&P Global Market Intelligence (see Additional Disclosures); analysis by T. Rowe Price.
S&P 500 Index was largely dependent Active equity managers underperformed
on the performance of the growing tech during the buildup phase, as market
sector “bubble.” drivers narrowed, with the performance

. of the S&P 500 increasingly
Figure 2 goes on to show the alpha dependent on the performance of
generated by average active equity the ever-expanding technology sector.
managers during the buildup of the However, once the bubble burst, and

tech bubble, from the mid-1990s until the extreme index concentration began
the peak in 2000, and in the years to rapidly unwind from mid-2000

immediately following the collapse of the onward, the average alpha generated
bubble from 2000 to 2004. by active managers increased sharply.

Active Trailed at the Peak but Delivered Strong Alpha After
Bubble Burst
(Fig. 2) Active manager excess returns vs. S&P 500 Index: 1996-2005
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Past performance is not a reliable indicator of future performance.

Period covered December 1996-December 2005. Quarterly rolling three-year returns U.S. active strategy
excess returns (net of fees) versus S&P 500 Index. Based on U.S. Large Cap Equity eVestment universe
active strategies only. eVestment Alliance LLC measures primarily institutional active U.S. strategies
net-of-fees.
*25th percentile of top excess returns generated by active U.S. institutional equity strategies.

Sources: S&P Global Market Intelligence and eVestment Alliance, analysis by T. Rowe Price.
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Dispersion Between Stock Returns Is Trending Higher

(Fig. 3) Active managers have typically performed better in a higher dispersion environment
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As of September 30, 2022.
Past performance is not a reliable indicator of future performance.
Source: Frank Russell Company “LSE” (see Additional Disclosures); analysis by T. Rowe Price.

This peaked in the third quarter of
2002, with the median active manager
outperforming the index by 5.27% on a
three-year rolling basis.?

This highlights the potentially heightened
opportunities for active managers

as extreme market conditions begin

to roll over. This unwinding can take
time to play out fully, thereby providing

a possible multiyear tailwind for

active managers.

Increasing Dispersion of Returns

Another extreme characteristic of the U.S.

equity market over the past decade has
been the historically low dispersion of
stock returns. In recent years, low market
volatility has seen dispersion between
stock returns also decline, making it
increasingly difficult for active managers
to generate differentiated performance.

Dispersion is often interpreted as a
measure of the level of uncertainty.
Historically, there has been a positive
correlation between the dispersion

2Source: eVestment Alliance; analysis by T. Rowe Price. Performance is quoted on a net-of-fees basis.

of returns and the outperformance

of active managers relative to their
benchmarks. Active managers have
typically outperformed when dispersions
were elevated, which should provide
greater opportunities for differentiated
performance. A passive approach is
typically favored when there is a lack
of return dispersion. With increased
volatility being a feature of the U.S.
equity market over recent quarters,
we are also seeing an increase in
return dispersions, both of which
should be beneficial to an active
investment approach.

The Stage Looks Set

We believe valuation and underlying
earnings quality will return as principal
factors driving stock prices. The
market dynamics that have prevailed
for much of the last decade, such as
the exceptionally loose monetary and
fiscal policies, are changing. This
transitioning backdrop has traditionally
worked to the advantage of quality
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active managers. A number of extreme dispersion—appear to be rolling over.

market characteristics that have Coming from these extreme starting
proved ongoing headwinds for active points, we anticipate more pronounced
managers in recent years—high market opportunities for quality active managers
concentration, low volatility, low return to generate alpha moving forward.

Additional Disclosures

The “S&P 500 Index” is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by

T. Rowe Price. Standard & Poor’'s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”);

Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). T. Rowe Price products are not sponsored, endorsed, sold or
promoted by SPDJI, Dow Jones, S&P, their respective affiliates, or and none of such parties make any representation regarding the advisability of investing in
such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index.

Copyright © 2022, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including ratings
(“Content”) in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”)
do not guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent
or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages,
costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a
particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold
such investment or security, does not address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are
statements of opinions and are not statements of fact.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2022. FTSE Russell is a trading name of certain
of the LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and is/are used by any other LSE Group company under
license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group nor its
licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication.
No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not
promote, sponsor, or endorse the content of this communication. The LSE Group is not responsible for the formatting or configuration of this material or for any
inaccuracy in T. Rowe Price’s presentation thereof.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

T.RowePrice’

Important Information

This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature,
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income
from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be
copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon
specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B,
Sydney, NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products associated with the
strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority as a Representative
Office. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.a r.l. 35 Boulevard du Prince Henri L1724 Luxembourg
which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to
members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.

Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the mainland of the People’s Republic
of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or by any means that would be deemed public under the laws of
the Mainland China. The information relating to the strategy contained in this material has not been submitted to or approved by the China Securities Regulatory Commission

or any other relevant governmental authority in the Mainland China. The strategy and/or any product associated with the strategy may only be offered or sold to investors in the
Mainland China that are expressly authorized under the laws and regulations of the Mainland China to buy and sell securities denominated in a currency other than the Renminbi
(or RMB), which is the official currency of the Mainland China. Potential investors who are resident in the Mainland China are responsible for obtaining the required approvals
from all relevant government authorities in the Mainland China, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This
document further does not constitute any securities or investment advice to citizens of the Mainland China, or nationals with permanent residence in the Mainland China, or to any
corporation, partnership, or other entity incorporated or established in the Mainland China.

Malaysia—This material can only be delivered to specific institutional investor. This material is solely for institutional use and for informational purposes only. This material does
not provide investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with
a view to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering
for subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer,
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place,

Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no
contravention of the Financial Markets Conduct Act 2013.

Philippines—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED HEREIN HAVE NOT BEEN REGISTERED WITH
THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR ANY
SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore
Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), 60 Queen Victoria Street, London, EC4N 4TZ, is an authorised financial services provider under
the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935), authorised to provide “intermediary services” to South
African Investors. TRPILs Complaint Handling Procedures are available to clients upon request. The Financial Advisory and Intermediary Services Act Ombud in South Africa
deals with complaints from clients against FSPs in relation to the specific services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web:
www.faisombud.co.za, Email: info@faisombud.co.za

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any
other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand.
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
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